Financing of large corporations in 1954 by Paul S. Anderson
FINANCING OF LARGE CORPORATIONS IN 1954
Outstanding developments in large cor-
poration financing in 1954 were substantial
liquidation of inventories, large use o£ funds
for payment of Federal income taxes in-
curred on 1953 profits, and sizable reduction
in bank debt.
2 Net funds from operations
rose slightly, as did security sales. Plant and
equipment expenditures declined somewhat.
Inventory declines were largely associated
with lowered levels of national defense ex-
penditures. Reductions in Federal income
tax liabilities resulted from the expiration
of the excess profits tax and reduced levels
of profits before taxes.
With increased funds from operations and
security sales and with reduced expendi-
tures upon inventories and fixed assets, large
corporations were able to reduce short-term
debt substantially while maintaining liquid
assets at high levels. One result of these
developments was that net working capital
rose by a near-record amount. Large cor-
poration liquidity as measured by the ratio
of liquid assets to current liabilities rose to
76 per cent, the highest level since 1950.
The sharp reversals in accrued Federal
income tax liabilities and inventories were
1This article was prepared by Paul S. Anderson of the
Business Finance and Capital Markets Section of the Board's
Division of Research and Statistics.
2 The group of large corporations for which the Board of
Governors regularly compiles financial data includes 200
companies in 10 manufacturing industries, 42 in retail trade,
20 railroads, 35 electric utilities, and one communications
company. The previous total number of 300 corporations
has been reduced to 298 by mergers within the group.
Composite balance sheet, selected income statement, and
sources and uses of funds data for large corporations have
been compiled for each year since 1939. Data arc available
upon request to the Board's Division of Research and Sta-
tistics. Previous articles discussing financial developments
for this group have appeared in the June 1949, June 1950,
August 1951, June 1952, July 1953. and August 1954 issues
of the Federal Reserve BULLETIN.
the most pronounced shifts in large corpora-
tion financing in 1954 as compared with
1953, as may be seen from the table. Sizable
amounts were obtained from all long-term
sources except banks. Bank term loans were
reduced as in 1953. Net funds from opera-
tions increased as a result of higher depre-
ciation charges. Increased funds were also
obtained by sales of securities, as the rise in
net capital stock issues exceeded the decline
in net flotation of debt securities. All short-
term liabilities were reduced.
CHIEF SOURCES AND USES OF LARGE CORPORATION FUNDS
1954 AND 1953
[In millions of dollars]
Account
Sources
Net funds from operations:
Retained earnings













































NOTE.—Bonds include a small amount of miscellaneous long-term
debt. Funds from operations include earnings after tax accruals
and dividends plus capital allowances. In the leading article of this
BULLETIN, funds from operations are defined as profits before taxes
less dividends and tax payments, plus depreciation allowances, in
order to indicate effects of the concentration of Federal income tax
payments in the first half of the year.
Amounts applied to all conventional uses
except receivables and other assets were
smaller in 1954 than in 1953. A rise in re-
ceivables reflected a sales upturn at the end
of the year. Other assets consist mainly of
patent expenses and other intangibles, and
of investments other than United States Gov-
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eminent securities. The increase in this cate-
gory probably resulted in large part from
rising expenditures on research and from
larger acquisitions of subsidiaries for the pur-
pose of product diversification.
Plant and equipment expenditures fell 2
per cent from the record level in 1953
whereas sales dropped 6 per cent. Capital
outlays generally decline when business
activity falls off. The 1954 experience
compares favorably with that of 1949 when
capital outlays declined 14 per cent and
sales 3 per cent. Apparently longer run
growth considerations were important to in-
vestment decisions in 1954.
Heavy reliance on long-term borrowing
from the capital market in spite of reduced
needs for all major uses indicates that large
corporations were influenced by the favor-
able rates and terms on such borrowing that
prevailed during 1954. The fact that bank
rates remained much closer to 1953 levels
probably accounted in part for the dollar
as well as relative decline in the use of bank
term credit by large corporations.
Termination of the excess profits tax at
the end of 1953 had several effects on large
corporation financing. Accrued Federal in-
come tax liabilities fell 1.5 billion dollars,
about 20 per cent. Retained profits remained
practically unchanged in spite of higher
dividend payments and a lower level of
profits before taxes. Termination of this
tax apparently also encouraged some repay-
ment of short-term bank loans since bor-
rowed capital was no longer a part of the
capital base used for the computation of
income exempt from excess profits taxation.
Sales of preferred and common stock com-
bined were at a record level in 1954, almost
50 per cent higher than in the preceding
year. This supply of equity funds, together
with the high level of retained earnings,
raised large corporation net worth at the
same time that aggregate debt was being re-
duced. The equity-debt ratio at the end of
1954 was the highest since 1949.
COMPARISON OF LARGE CORPORATIONS
WITH ALL BUSINESSES
Because of their size and industrial com-
position, large corporations often have finan-
cing patterns that differ from those of the
business universe as a whole. These differ-
ences were especially marked in 1954 and
included divergencies in profitability, in capi-
tal expenditures, and in external financing.
It is important to bear in mind in con-
sidering these differences that large corpora-
tions are much more important in some in-
dustries than in others, and that some of the
differences noted here may be unrelated to
size. For example, figures for all corpora-
tions include finance companies while tabu-
lations for large corporations do not. Also,
retail trade and services are much more im-
portant for business as a whole than for large
corporations.
Profits after taxes of large corporations
increased by 5 per cent over 1953, while
after-tax profits of all corporations fell some-
what. Profits before taxes declined in both
cases, however. Federal income taxes of the
large corporations declined relatively more
than those of all corporations, primarily be-
cause termination of the excess profits tax
affected the large corporations more than
other corporations.
Plant and equipment expenditures of large
corporations declined only 2 per cent from
1953, while those of all corporate and non-
corporate businesses declined considerably
more. The divergence was most striking
in manufacturing. Capital expenditures of
large manufacturing corporations changed
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little, while those of all manufacturing busi-
nesses fell 7 per cent.
Net amounts obtained through sales of
debt securities declined about the same rela-
tive amount for large as for all corporations.
In the case of capital stock issues, however,
the experiences were quite different. Large
corporations obtained a half billion dollars
more by equity issues than in 1953. All
corporations, however, obtained about the
same amount of funds through capital stock
sales as in the previous year.
The most marked financing divergence
between large corporations and all businesses
occurred in the field of bank credit. Large
corporations reduced their outstanding bank
loans by 900 million dollars, or over a fourth.
Total business loans of banks, however, de-
creased only 300 million dollars, about one
per cent. A sharp contrast also occurred in
1950, when large corporations repaid bank
loans on balance while total business loans
of banks rose by a record amount.
Other financing experiences were similar
for large corporations and all businesses.
Both had inventory reductions amounting
to about 5 per cent, and both had small de-
clines in liquid assets.
INDUSTRIAL DIFFERENCES
Financing differences among the indus-
trial groups represented by the large cor-
porations were less marked than usual. Di-
vergencies were restricted mainly to rail-
roads and defense goods manufacturers.
Net funds from operations. Amounts
supplied by retained earnings and deprecia-
tion allowances remained virtually un-
changed or increased appreciably in 1954
for all of the 14 industrial, groups except
railroads. For the latter, net profits de-
clined about a fourth and, although divi-
dends were decreased slightly and deprecia-
tion allowances increased about 5 per cent,
net funds from operations declined mate-
rially. The largest increases in funds from
operations were those of machinery manu-
facturing companies. Although sales of the
machinery group declined about 7 per cent,
lowered taxes and increased operating effi-
ciency made possible a 10 per cent gain in
net profits. Depreciation allowances in-
creased also, with the result that funds from
operations increased about 16 per cent. A
similar pattern of developments took place
in nonferrous metals, automobile, and other
transportation equipment manufacturing
companies. The iron and steel group dif-
fered in that profits fell considerably, but
net funds from operations declined little.
Electric power and communication com-
panies showed large gains in funds from
operations, primarily because of depreciation
allowances resulting from large recent in-
vestment in new plant and equipment. Sub-
stantial increases in funds from operations
were also registered by petroleum, chemical,
and tobacco companies.
Security sales. The largest users of the
securities market w
rere electric utilities and
communications corporations, which financed
roughly one-half of their needs for funds by
security sales. Nevertheless, these concerns
raised relatively less in this manner in 1954
than in 1953. Manufacturing concerns, espe-
cially in the iron and steel and automobile
industries, increased flotations markedly, al-
though they usually obtain only a minor part
of their funds from security sales.
As in 1953, almost all groups increased
outstanding capital stock by outright sales,
by conversions of debt issues, or through
employees' stock plans. The amount of
funds obtained was moderate in most groups,
though higher than in 1953. The one com-
munications company secured a total of 900
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million dollars through issuance of equity
securities, a record amount. Electric power
companies secured a large portion of funds
in this form, as in previous years.
Bank credit. Tobacco and rubber manu-
facturing companies obtained short-term
funds from banks in 1954 but all other
groups of large corporations reduced this
type of bank debt. The most substantial
declines were among iron and steel, machin-
ery, and other transportation equipment
manufacturers.
Term loans from banks were repaid by
7 of the 10 groups using this source of funds.
Only chemicals and machinery manufac-
turers and electric power companies secured
funds on balance through bank loans with
intermediate maturities.
Plant and equipment expenditures.
Capital expenditures of large corporations
as a whole fell 2 per cent from the 1953
level. Seven of the 14 industrial groups
increased these outlays, however, the in-
creases having been most marked among
automobile and retail trade concerns, as
shown in the chart. Sharp declines occurred
in the cases of primary metals and railroads.
Both the automobile manufacturing and
retail trade groups spent record amounts on
capital assets. Erection of new stores in
suburban areas was an important factor in
increasing the plant and equipment expendi-
tures by retail trade companies. Extensive
model changes as well as expansion of ca-
pacity accounted for the high level of these
outlays by automobile producers. This group
has increased capital expenditures each year
since 1949.
Railroads and primary metals manufac-
turers have been reducing plant and equip-
ment outlays since 1952. These declines
have reflected in large part completion of
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post-Korean expansion projects. In addi-
tion, dieselization has been virtually com-
pleted by the railroads.
Inventories and other current liabilities.
Large inventory liquidations took place in
the defense goods manufacturing industries
—machinery, automobile, and other trans-
portation equipment—and in the railroad
group. The decline among the railroads was
associated with a 12 per cent decline in oper-
ating revenues. Smaller declines occurred in
7 of the remaining 10 industrial groups in-
cluded in this study.
Reduction of inventories in the three in-
dustrial groups most heavily engaged in de-
fense work was matched by reductions in
other current liabilities, which include pre-
payments and contract advances by the Fed-
eral Government. As defense work-in-
process inventories were completed and
shipped, these liabilities were extinguished.
Among other industrial groups, other cur-
rent liabilities generally increased moder-
ately.
Other sources and uses of funds. Tax
payments were larger than accruals in all
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groups except the electric power and com-
munications industries. Receivables due from
customers absorbed funds in 10 of the 14
groups and were exceptionally large in the
retail trade group, where consumer credit is
important. They declined significantly in
the machinery and other transportation
equipment manufacturing groups. A de-
cline in accounts receivable from the United
States Government was responsible for about
two-thirds of the decline in the case of other
transportation equipment producers.
Cash levels increased generally by moder-
ate amounts. Government security holdings,
however, were reduced substantially in most
groups, with the largest dollar declines in
petroleum, chemicals, and automobile manu-
facturing. Increases in Government security
holdings occurred in five groups, with the
largest in primary metals manufacturing.
Liquidity positions. Aggregate liquidity
of large corporations, as measured by the
ratio of liquid assets to current liabilities,
rose 10 per cent in 1954, primarily because
of 30 per cent increases in the two primary
metals manufacturing groups. These groups
obtained sizable amounts of funds from all
long-term sources and also reduced their
expenditures on plant and equipment. Large
rubber corporations, on the other hand, had
a 20 per cent reduction in liquidity. These
concerns increased plant and equipment ex-
penditures and also retired debt securities
and capital stock.
Liquidity changes in most other groups
were moderate in 1954 and year-end levels
compared favorably with those of the post-
war period. Electric power companies were
an exception, however. Their liquidity ratio
at 37 per cent was substantially lower than it
had been in any postwar year prior to 1953.
BANK TERM CREDIT TO RAILROADS
For the first time the current compilations
include a separate listing of bank term credit
extended to railroads. This credit is in the
form of conditional sales contracts, where
the seller of railroad equipment has assigned
the obligation to banks. The contracts gen-
erally provide for instalment repayment over
a five-year period.
BANK TERM LOANS TO LARGE RAILROADS. 1938-54









































Most railroad conditional sales contracts
are financed through banks, although in
some cases the equipment manufacturers
have retained the contracts and in a few
instances other credit institutions such as
insurance companies have accepted them.
Rates on conditional sales contracts do not
vary appreciably from rates on publicly of-
fered equipment trusts, but the convenience
of conditional sales financing has increased
its importance in the postwar period.
Most of the growth in bank credit exten-
sions to railroads occurred after World War
II—particularly in 1951 when railroad capital
outlays were large. Capital expenditures
have declined since 1951 but bank term loans
to railroads have continued to rise until 1954,
as shown in the table. Since external debt
was repaid on balance in 1952 and 1953, bank
credit increased in relative importance as a
source of railroad funds. At the present time
bank term debt amounts to almost 8 per cent
of the total debt of large railroads, as com-
pared with less than one per cent in 1939.
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COMPOSITE SOURCES AND USES OF FUNDS STATEMENT, 1954 AND 1953
298 LARGE CORPORATIONS IN SELECTED INDUSTRIES




































Accrued Fed. income taxes
Other current liabilities















































































































































































































































































































































Accrued Fed. income taxes
Other current liabilities

















































































































































































































































































































xNet profit after taxes plus current depreciation accruals and minus cash dividends paid; noncurrent and nonrecurring charges and credits to
income have been eliminated from net profit.
2 Less than 0.5 million dollars.
3Proceeds from sale of fixed assets and investments, tax refunds, and extraordinary sources of funds.
4Company figures which in some cases include, and in others exclude, dry hole costs.
5Prior years' tax payments, charges resulting from devaluation of foreign currencies, and extraordinary uses of funds.
6Included with trade payables. Amount is less than 1 million dollars.
7 Includes State income and property taxes.
NOTE.—Figures were derived from income data and year-to-year changes in balance sheet accounts, as shown in the Composite Balance
Sheet and Income Statement. Asset write-ups and write-downs, stock dividends, and other nonfund bookkeeping transfers are not shown sep-
arately, but are eliminated from the income data and changes in balance sheet accounts in the Sources and Uses of Funds Statement. Negative
figures in the Sources of Funds section represent uses of funds, while negative figures in the Uses of Funds section represent sources of hinds.
Gross uses include negative sources; gross sources, negative uses. Details may not add to totals because of rounding.
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COMPOSITE BALANCE SHEET AND INCOME STATEMENT, 1954, 1953 AND 1952 *
298 LARGE CORPORATIONS IN SELECTED INDUSTRIES
[In millions of dollars]
Account









Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable
Accrued Fed. income taxes
Other current liabilities
5
Notes payable to banks, long-term


























































































































































































































































































































































Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable..
Accrued Fed. income taxes
Other current liabilities
5
Notes payable to banks, long-term.























































































































































































































































































AData for 1953 and 1952 may differ from those published previously, reflecting revisions made to take account of consolidations and mergers
with other corporations, inclusions or exclusions of domestic and foreign subsidiaries, and changes in the classification of accounts of the individual
corporations.
2Data for one company in food manufacturing and two companies in retail trade estimated.
3Net of reserve for depreciation.
4Includes relatively small amounts of intangibles and current assets not shown separately.
BIncludes current instalments of principal repayments on mortgages and bonds, accrued interest and charges, dividends payable, operating
reserves, etc.
includes pension reserves and minority interest in capital stock and surplus.
7Includes reserves for self-insurance, contingencies, plant replacement, and possible future declines in value of inventories.
For continuation of footnotes, see next page.
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COMPOSITE BALANCE SHEET AND INCOME STATEMENT—Cont.
298 LARGE CORPORATIONS IN SELECTED INDUSTRIES

















Total assets (end of year).
Cash








Notes payable to banks, short-term.
Trade notes and accounts payable.
Accrued Fed. income taxes
Other current liabilities
5
Notes payable to banks, long-term.












































































































































































































































































































Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable.
Accrued Fed. income taxes
Other current liabilities
5
Notes payable to banks, iong-term.


















































































































































































































































































8Includes depletion and, when reported, amortization of tools and dies and accelerated, amortization of defense facilities.
9 Excludes nonrecurring charges and credits to income, tax refunds, payments of prior years' taxes, gains on sales of assets, and charges and
credits to and from surplus reserves.
10Includes intangibles.
"A small amount of short-term bank loans may be included in trade notes and accounts payable, and an unknown amount of current instal-
ments of long-term bank loans is included in long-term bank loans.
1
2 Includes State income and property taxes.
NOTE.—Includes most of the largest companies in each industry group having fiscal years that end on or around December 31 and for which
data are available in investment manuals and company reports to stockholders. Manufacturing and trade groups include companies with end-oi-
year 1954 total assets of 10 million dollars and over; railroads, companies with total assets of 270 million and over; utilities, Class A and B electric
companies with total assets of 102 million and over; communications, American Telephone and Telegraph Company and principal subsidiaries
comprising the Bell System. Details may not add to totals because of rounding.
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